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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
FOR THE SIX MONTHS ENDED OCTOBER 31, 1980 
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and Subsidiaries 


To Our Shareholders: 


Your Company has completed an exciting six months of growth and expanded 
potential. Production related revenue for the period was $3,917,485, a 364% increase 
over the same period last year. Cash flow from operations was $3,438,976 and net 
income was $1,292,335, representing 276% and 210% increases over comparable 
figures for the prior year. Earnings per share were 7.3¢, a 329% increase from the first 
six months of 1979. These gains are due in large part to growth in the U.S. operations 
which contributed 35% of the Company’s revenues as compared to 3% in the prior 
year’s period. 


During this six month reporting period the Company participated in 78 wells 
resulting in 38 oil wells and 27 gas wells for a success ratio of 83%. Daily net oil 
production for the period averaged 732 barrels and daily net gas production was 3.4 
million cubic feet, increases of 196% and 189% respectively over the comparable 1979 
figures. Gas production will show important gains in the final six month period due to 
strong seasonal demand combined with increased contractual sales from the 
Elmworth field of west central Alberta. Oil production will increase during the same 
period as new wells in the Austin Chalk play in Texas are placed on stream. 


In the United States, the Company has followed an aggressive land acquisition 
and drilling policy in the Austin Chalk play of south central Texas. Bluesky now has 
varying interests in approximately 63,000 acres on this play concentrated in Gon- 
zales, Fayette, Bastrop, Lee, Burleson, Washington and Brazos counties. The Com- 
pany has interests averaging 21% in 19 Austin Chalk oil wells which have varying 
production rates up to 328 barrels per day. Net production to the Company from these 
wells is approximately 365 barrels per day and the current oil price is $36.50 per 
barrel. Bluesky expects to have ten rigs operating on this play by the end of January 
and will participate in drilling over 30 additional wells in the next five months. 


In Freestone County, Texas, Bluesky has participated in three gas wells that 
produce from the Cotton Valley formation at a depth of 14,300’. A fourth well is 
currently drilling and two additional wells are due to commence soon. The Cotton 
Valley has been assigned “Tight Reservoir” status and qualifies for a gas price of $5.00 
per thousand cubic feet. The reservoir in this area is of excellent quality with flow 
rates from the three wells averaging 3.5 million cubic feet of gas per day. Bluesky and 
its investing partners have an average 11% interest in 9,100 acres on this play. 


In Alberta, the Company has completed an 8,100’ well at Garrington, 90 miles 
northwest of Calgary. The Bluesky et al 11-24 well tested 2.9 million cubic feet of gas 
per day from 93 feet of net pay in the lower Cretaceous sand. Bluesky and its investing 
partners have a 37.5% interest in this well which has estimated recoverabie gas 
reserves of 24 billion cubic feet. The Company has also completed two oil wells in the 
Utikuma field of north central Alberta. Bluesky has ten wells in this field producing 
176 net barrels per day to the Company. A further four to six wells are planned for this 
area during the winter months. 

In the Nechako Basin of south central British Columbia, Canadian Hunter 


Exploration Ltd. is currently drilling its initial test. Bluesky and its West German 
investing partners have a 4% interest in this well and 6.5 million surrounding acres 


that blanket the entire basin. The well, which will take three months to drill, is 
projected for 11,500’ at an estimated cost of $5,000,000 to test a structure interpreted 
from geophysical evidence to be 15 miles long and five miles wide. The well is part of a 
five-year, $27.5 million exploratory commitment for the Nechako Basin by the Cana- 
dian Hunter-Bluesky group. 


Bluesky and Canyon Resources Corporation have commenced geological and 
geophysical evaluation of their 25,000 acres of mineral claims located between the 
Leadville and Gilman silver-mining districts of Colorado. Initial interpretations have 
revealed several potentially significant geophysical anomalies underlying the 
acreage. Detailed geophysical work and a possible core-hole drilling program will 
commence in the late spring when the area is clear of snow. 


On October 16, 1980, prior to the introduction of the Canadian Federal Budget 
and the National Energy Program, Bluesky had announced its intention to concen- 
trate its oil and gas exploration activities in the United States. This was in recognition 
of the considerably higher product prices and immediate market for gas in that 
country. The negative economic impact on the Canadian oil industry resulting from 
the budget proposals has served to exacerbate existing industry problems created by 
short-sighted federal export restrictions and pricing policies. Although the incentive 
for Bluesky to dedicate new exploration funds in Canada was further reduced as a 
result of the proposed legislation, the corresponding increase in the Company’s U.S. 
exploration budget will provide for more rapid corporate growth than was previously 
anticipated. It should be noted that none of the Company’s productive or undeveloped 
acreage in Canada is federally owned, and therefore the Company’s production and 
reserves are unaffected by the 25% federal back-in provision suggested in the budget. 


As a result of the reduced incentive in Canada, Canadian Hunter Exploration 
Ltd. recently announced a major redirection to the U.S. of exploratory funds estimated 
at $100 million. This is particularly significant to Bluesky, as the Company, in 
conjunction with eee Petroleum of West Germany, has a 10% working interest in all of 
Canadian Hunter’s exploration activities in the United States. 

In the second half of this fiscal year, Bluesky and its investing partners will 
participate in approximately 120 wells with budgeted drilling expenditures exceeding 
$35,000,000. Approximately 70% of the budget will be expended on U.S. operations. 
The securities of the Company will be listed on the Toronto Stock Exchange on 
December 16, 1980 and an over-the-counter listing through the NASDAQ system in 
the United States is anticipated early in the new year. Bluesky’s expanding drilling 
budget, aggressive exploration philosophy and talented staff are the keys to rapid 
growth during the remainder of this fiscal year and the years ahead. 


On Behalf Of The Board of Directors 


es ey, 
Ss co Robert J. Leslie 
(Za President 
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BLUESKY OIL & GAS LTD. 


CONSOLIDATED STATEMENT OF EARNINGS 
FOR THE SIX MONTHS ENDED OCTOBER 31, 1980 
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Revenue 
Geological, geophysical and drilling services ....... $12,302,307 $13,979,558 
Sale of petroleum and natural gas properties ...... 1,427,669 4,832,411 
Production derived income, net of royalties ........ 3,917,485 845,182 
Managenient fees. ye eee 680,681 345,268 
Otherincomé 7222 (hee ee eee 563,364 219,694 
18,891,506 20222713 

Cost of Sales 

Geological, geophysical and drilling services ....... 12,401,062 13,393,305 
Petroleum and natural gas properties ............. 1,396,388 4,856,553 
13,797,450 18,249,858 
5,094,056 19723255 

Expenses 
Production. -.yseee eee ee ee 542,495 149,127 
Generaland administrative sass eee 658,252 265,659 
Interest. 00225. ot ee eee 251,621 219,067 
Dry holes and abandonments ..................... (1,092) 63,582 
Lease carrying costs of exploratory properties ...... 167,034 115,754 
Depletion and depreciation .....1................. 1,156,870 484,032 


2,775,180 1,297,221 


Net income before extraordinary items and income 


PAROS yn. veeisg erg ee ae ee 2,318,876 675,034 
Income \tax<provisionme see see 1,032,743 273,182 
Net income before extraordinary items ................ 1,286,133 401,852 
Extraordinary items 

Gain on sale of marketable securities ............. 11,002 27,178 

Less income tax provision thereon ................ 4,800 12,306 

6,202 14,872 
INGbANCOME® fc..act- ceed ane eR ee $ 1,292,335 $ 416,724 


Earnings per share (Note 1) 


Before extraordinary income ...................... 7.2¢ 1.5¢ 

Net. income: “ave. 25c eee ee 71.3¢ 1.7¢ 

Cash flow from\operations eee ine 22.1¢ 6.3¢ 
Note 1 


Earnings per share calculations exclude 3,524,800 common shares owned by Company’s 
wholly-owned subsidiary. 

Note 2 
Subsequent to October 31, 1980 the Company realized an extraordinary gain of 
$1,397,600 net of income tax, on the sale of marketable securities. 
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Ronald W. Springer, Vice President, Finance; Wayne S. Tait, 
Vice President, Land. 


Letter to the Shareholders 


On behalf of the Board of Directors of 
Bluesky Oil & Gas Ltd., it is a pleasure to 
present to our stockholders the annual 
report for the fiscal year ended April 30, 
1981. The year was marked by significant 
financial growth, expansion of the Com- 
pany’s reserve base, consolidation of our 
position in the United States and positive 
progress in Canada despite the negative 
impact of the federal government’s National 
Energy Policy. 

Net revenues for the year reached 
$11,073,622, an increase of 73% over net 
revenues for the previous year. Production 
related revenue for the 12-month period 
was $8,021,135 and cash flow from opera- 
tions was $6,052,236, representing 134% 
and 43% increases over comparable fig- 
ures for the prior year. Operating income 
for the year rose 35% to $2,169,840 or 
11.5¢ per share. Net income including a 
$5,449,015 securities gain was $7,618,855, 
a 232% increase over last year and earn- 
ings per share were 48.6C, up 235% from 
the previous 12 months. 

Bluesky’s fiscal 1981 exploration and 
development expenditures for drilling, 
acreage acquisition and seismic evalua- 
tion, including partnership drilling funds, 
were $50,023,062. During the year the 
Company participated in 297 wells result- 
ing in 95 oil wells and 145 gas wells for an 
overall success ratio of 81%. Net Com- 
pany production for the year was 1,787 
million cubic feet of gas and 282,846 
barrels of oil. Bluesky’s total natural gas 
and oil reserves at the end of the reporting 
period were 131.8 billion cubic feet of gas 
and 6,456,000 barrels of oil. The Com- 
pany’s future net income from its oil and 
gas reserves, using escalated prices and 
costs, was $980,210,000, a 54% increase 
over last year. The present value of this 
estimated future net income, discounted 
at 15% per year, increased 39% from 
$142,200,000 at the end of fiscal 1980 to 
$197,286,000 at the end of fiscal 1981. At 
April 30, 1981, Bluesky held the oil and 
gas rights to 12,843,462 gross acres and 
479,862 net acres. Of this total Company 
acreage, 10,688,410 gross acres and 
356,853 net acres are in Canada, while 
2,155,052 gross acres and 123,009 net 
acres are in the United States. 

The Company has continued an aggres- 
sive land acquisition and drilling policy in 
the United States in response to favorable 


oil and natural gas prices, generous pro- 
duction allowables and immediate access 
to markets. During 1981 Bluesky partici- 
pated in 99 wells in the U.S. resulting in 53 
oil wells and 16 gas wells for a success 
ratio of 70%. The Austin Chalk play of 
southcentral Texas remained the focus of 
the Company’s U.S. drilling activities during 
the year. Bluesky participated for various 
interests in 46 wells on the play and pre- 
sently holds 72,237 gross acres in 12 
counties extending 200 miles from Wilson 
County in the southwest to Grimes County 
in the northeast. During fiscal 1982 the 
Company intends to participate in the 
drilling of at least 25 wells on this trend. 
Bluesky was also active outside of Texas 
and made oil discoveries in Grant County, 
Oklahoma; Banner and Kimball Counties, 
Nebraska and Weston County, Wyoming. 
Follow-up development drilling to each of 
these discoveries is planned for fiscal 1982. 

Bluesky is participating in a number 
of joint ventures in the United States with 
accomplished industry partners to supple- 
ment the Company’s own exploration 
efforts. Of particular importance is the joint 
venture with American Hunter Exploration, 
Ltd. underwhich Bluesky and its investing 
partners are participating for a 10% inter- 
est in American Hunter’s activities in the 
U.S. American Hunter holds approximate- 
ly 1,600,000 gross acres in both the fron- 
tier and traditional exploration regions of 
the United States. Evaluation of a number 
of prospects with large potential reserves 
is scheduled in the next few months as 
part of an aggressive drilling program 
planned by American Hunter. 

In the Appalachian region of the United 
States, Bluesky has a 20% participation in 
an acreage acquisition and drilling pro- 
gram joint venture operated by Bowman 
Development Ltd. The joint venture has 
scheduled the drilling of a minimum of ten 
wells in the coming year as an initial evalu- 
ation of a portion of the 113,728 acres 
acquired to date along producing trends 
in New York, Pennsylvania and West Vir- 
ginia. Additionally the Company has par- 
ticipated in an acreage acquisition and 
seismic evaluation joint venture with Coho 
Resources Inc. through which over 
187,000 acres have been acquired in the 
Michigan Basin and potential areas of the 
Rocky Mountain states and Texas. 

In Canada Bluesky decreased its level 


of drilling activity during the latter part of 
fiscal 1981 in response to reduced eco- 
nomic incentives resulting from the National 
Energy Program. However, in anticipation 
of a satisfactory resolution of this problem, 
the Company has encouraged its explora- 
tion staff to continue to initiate new pros- 
pects and enlarge the Company’s acre- 
age position. Bluesky participated in 198 
wells in Canada in fiscal 1981, resulting in 
129 gas wells and 42 oil wells, for a suc- 
cess ratio of 86%. Significant oil wells were 
drilled by the Company at Utikuma and 
Winfield in Alberta, while important gas 
wells were drilled at Sikanni-Trutch in 
British Columbia and at Garrington and 
Bonnie Glen in Alberta. 

As a result of contract negotiations, 
Bluesky’s net production from the Elm- 
worth and Wapiti contract areas of the 
Deep Basin of western Alberta increased 
substantially. The former rate of slightly 
less than 1 million cubic feet per day was 
increased to 2.1 million cubic feet per day 
on April 30, 1981, and has now reached 
approximately 4 million cubic feet per day. 
This rate will continue to increase in the 
future with the recognition of additional 
reserves. The Company presently receives 
$2.63 per thousand cubic feet for this gas. 
Bluesky’s recognized net gas reserves in 
the Deep Basin, including the two contract 
areas, is now 58.6 billion cubic feet, a 
117% increase from last year. 

Bluesky’s mineral exploration joint ven- 
ture with Canyon Resources Corporation 
of Denver, Colorado is providing an excit- 
ing new dimension to the Company. 
Canyon Resources’ full time staff of eight 
experienced mineral explorationists is 
working exclusively under the joint venture 
agreement and is coordinating its work 
with Bluesky’s own mineral exploration 
staff. The venture is presently conducting 
active exploration on 11 properties in five 
western states. Exploration of the 34,750 
acre claim block located between the 
Leadville and Gilman silver-lead-zinc-gold 
mining districts of Colorado is now in full 
swing. Detailed geophysical work is in 
progress to define the anomalies identified 
during last season’s reconnaissance explo- 
ration program, while reconnaissance 
work is continuing on the unexplored 
portion of the block. 

In the Val D’Or gold mining district of 
Quebec, Bluesky is the operator of a 


detailed geophysical and core hole drilling 
program to evaluate a number of geophy- 
sical anomalies on 39,800 acres of mineral 
claims. The fifth hole in this program encoun- 
tered 10 feet of gold mineralization at a 
depth of 40 feet. Gold values ranged up to 
0.48 ounces per ton over the interval. As the 
mineralized zone may extend beneath an 
adjacent lake, follow-up drilling is scheduled 
for early winter. 

It is a special pleasure to report the 
appointment of Ronald W. Springer to the 
Board of Directors of Bluesky. Mr. Springer 
joined the Company as Corporate Controller 
in 1976 and became Vice President of 
Finance in 1978. The Board will greatly bene- 
fit from his extensive financial expertise, 
broad industry experience and longstanding 
familiarity with the Company. 

The accomplishments and growth of 
Bluesky during the past year are a direct 
result of the talent, dedication and enthusi- 
asm of an outstanding staff. The opportu- 
nities arising from their efforts and through 
our joint venture participations, combined 
with the continuing support of our funding 
partners, will ensure Bluesky an exciting 
and rewarding future. 


Robert J. Leslie 
President 
August 14, 1981 


United States Operations 
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period the Company participated in _ Vermillion 
99 wells resulting in 53 oil wells and 16 
gas wells for a success ratio of 70%. 
The Austin Chalk play of southcentral 
Texas remained the focus of the Com- 
pany’s U.S. activities, accounting for 
46 of the wells in which the Company 
participated. Bluesky also participated 
in oil discoveries in Grant County, 
Oklahoma; Banner and Kimball Coun- 
ties, Nebraska and Weston County, 
Wyoming. At the end of fiscal 1981, 
Bluesky held 2,155,052 gross acres and 
123,009 net acres in the United States. 
ee ee ee ma 
The Company now has varying 
interests in 33 producing wells on the 
Austin Chalk trend. Net production for 
the year from these wells was 54,224 
barrels of oil and 8,197 thousand 
cubic feet of gas. Bluesky presently 
holds an interest in 72,237 gross acres 
on the play on which an anticipated 25 
wells will be drilled during fiscal 1982. 
In Burleson County, Texas, the 
Company and its investing partners 
participated for a 52.8% interest ina 
six well farmin to earn 1,900 acres. 
Four of these wells, the Gerland R.#1, 
Gerdes ‘‘A”’ #1, Kiel “A” #1 and W. 
Helweg #1, had initial production rates 
from 93 to 440 barrels of oil per day. 
The production rate of Chalk wells typ- ae! 
ically declines during the first weeks of Stanislaus 
production and these wells are expect- Pee 
ed to level off at rates of between 50 
and 150 barrels of oil per day. Further 


drilling on this acreage is planned for Ellis 

fiscal 1982. In Gonzales County, Tex- wee seamen 

as, Bluesky and its investing partners White Pine SW. Vici 
participated for a 20% interest in the \ . W. La Mesa 

H. J. Peck #1 well and for a 42.5% | Cision City 
interest in the Gescheidle #1 well. Both 

these wells were placed on production . W. Foster 


Lake Murray 
Bluesky’s U.S. Land Holdings* S. Cairo 
; Owl Creek 
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with no reservoir stimulation necessary 
at initial rates of 243 and 190 barrels of 
oil per day respectively. In Fayette 
County, Texas, Bluesky and its invest- 
ing partners participated for a 25% 
interest in the Bigley #1 well offsetting 
the Company’s production at Arnim- 


@ Bluesky Property 
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Net Acres: 123,009 : 


*Includes interest in American Hunter Holdings 
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Austin Chalk 


Muldoon. This well, which had initial 
flow rates in excess of 1,400 barrels of 
oil per day, has a projected production 
rate of approximately 200 barrels of oil 
per day. The M. Willmann #1 well, in 
which Bluesky and its investing part- 
ners have a 15.4% interest, flowed at 
5.5 million cubic feet of gas and 364 
barrels of condensate per day on test. 
This well, which is also located in Fay- 
ette County, encountered the Chalk at 
10,624 feet and is in the deeper gas- 
condensate productive trend. Bluesky 
has several additional wells planned 
for its acreage on this deeper play in 
the coming year. 

In Grant County, Oklahoma, Blue- 
sky participated in a 5,500 foot oil 
discovery on the west flank of the 
Nemaha Ridge. The Kretchmar #1-5 
well encountered 19 feet of oil pay in 
two Wilcox sands and 10 feet of oil 
pay in the Seminole sand. The well 
flowed oil to surface on a drill stem test 
from the Wilcox sands and from a sep- 
arate test over the Seminole sand. It 
was placed on production at an initial 
flow rate of 218 barrels of oil per day 
from the Upper Wilcox. Bluesky plans 
to drill an immediate offset to this well 
and two exploratory wells during 
1982. Bluesky and its investing part- 
ners have a 25% interest in the well 
and 7,760 acres on this play. 

Bluesky participated in three oil dis- 
coveries in Banner and Kimball Coun- 
ties, Nebraska resulting from an explo- 
ration drilling program to test the ‘‘J”’ 
sand over 19,200 acres in the north- 
ern portion of the Denver-Julesburg 
Basin. The Masopust, Palm and Harris 
wells had initial potentials of 32, 67, 
and 134 barrels of oil per day respec- 
tively. Bluesky and its investing part- 
ners have a 12.5% interest in the first 
two wells and a 37.5% interest in the 
third well. Offset drilling to these dis- 


coveries is scheduled in the coming 
months. 

In the Powder River Basin of Wyo- 
ming, Bluesky participated in a suc- 
cessful exploratory well on the Bakers 
Ranch Prospect. The Baker Federal 
#3-10 well, in which the Company has 
a 50% interest, encountered 15 feet of 
oil bearing Dakota sand at a depth of 
6,847 feet and was placed on produc- 
tion at a rate of 68 barrels of oil per 
day. Two development wells encoun- 
tered 17 and 23 feet of oil pay in the 
Dakota sand and are presently being 
completed. Further development drill- 
ing is planned for the near future. 

Bluesky is participating in a number 
of joint ventures in the United States 
to supplement the Company’s own 
exploration efforts. The 10% interest 
held by Bluesky and its investing part- 
ners in the joint venture with American 
Hunter Exploration, Ltd. is providing 
Bluesky with exposure to numerous 
prospects with large potential reserves 
throughout the United States. Ameri- 
can Hunter holds an interest in approxi- 
mately 1,600,000 gross acres pri- 
marily in the Rocky Mountain Basins, 
the Great Valley of California, East 
Texas and the Mid-Continent Region. 


Above and left: Conducting a large sand frac reservoir 
stimulation of the Austin Chalk Formation on a Bluesky well 
in Gonzales County, Texas. 
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American Hunter is continuing to 
assemble land in key exploration 
areas and initial drilling on a number of 
prospects is scheduled to commence 
later this year. 

Through its participation in the joint 
venture operated by Bowman Devel- 
opment Ltd., Bluesky has acquired a 
20% interest in 113,728 acres in New 
York, Pennsylvania and West Virginia 
and an additional 70,000 acres is 
under negotiation. The acreage has 
been acquired in close proximity to 
production from shallow Devonian oil 
bearing sands at depths of less than 
1,000 feet and deeper gas bearing 
Silurian-Medina sands at depths to 
3,000 feet. In addition this acreage is 
prospective for seismically definable 
Onondaga pinnacle reefs which have 
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tested up to 21 million cubic feet of 
gas per day in the area with average 
reserves of 20 billion cubic feet of gas 
per section. An initial evaluation of 
the acreage is scheduled to com- 
mence later this year with the drilling 
of ten wells. | 
Bluesky’s joint venture with Coho 
Resources Inc. has acquired over 
187,000 acres primarily in the Michi- 
gan Basin and potential areas of 
Montana, North Dakota, Colorado 
and Texas. Additional acreage will be 
acquired in the coming months and 
seismic operations are scheduled to 
commence later in the year. 


Willmann 
ee ea —~Bigley 
paren cob ues — Peck 
——..---- __________ Gescheidle 


Bluesky operated drilling rig on Company acreage 
in Burleson County, Texas. 
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Canadian Operations 


In Canada, Bluesky participated in a 
total of 198 wells, resulting in 129 gas 
wells and 42 oil wells for a success 
ratio of 86%. Gas production for the 
year was 1,542 million cubic feet and 
oil production was 197,932 barrels. 
The Company’s gas reserves increas- 
ed 40.9 billion cubic feet largely as a 
result of increased reserves credited to 
the Elmworth-Deep Basin area of 
Alberta. Significant gas reserves were 
established at Bonnie Glen and Garr- 
ington in Alberta and in the Sikanni- 


Trutch region of British Columbia, 
while important oil wells were drilled by 
the Company at Utikuma in northcentral 


Alberta and at Winfield in central Alberta. 


At fiscal year end the Company held 
10,688,410 gross acres and 356,853 
net acres in Canada, including a 2% 
interest in 6,500,000 acres in the 
Nechako Basin of British Columbia and 
a 2% to 8% interest in approximately 
1,000,000 acres on the Elmworth-Deep 
Basin play of western Alberta and 
northeast British Columbia. 


Bluesky has been particularly suc- 
cessful in the Utikuma field of northern 
Alberta, where the Company now has 
varying interests in 12 wells. The 
production allowables for these wells 
average approximately 110 barrels of 
oil per day. During fiscal 1981 the 
Company drilled its most significant 
well to date in this field. The 8-15-81- 
9W5 well encountered 29 feet of oil 
pay in the Keg River formation, tested 
239 barrels of oil per day and has 
primary recoverable oil reserves of 1.2 
million barrels. Bluesky and its invest- 
ing partners hold a 24.5% interest in 
this well. In addition to the field acre- 
age, Bluesky owns varying interests 
in approximately 54,000 acres in the 
general Utikuma area. 

At Sikanni-Trutch in northeast Brit- 
ish Columbia, the Company drilled 
or participated in drilling seven wells 
to evaluate 36,800 acres in which 
the Company and its investing part- 
ners have an average 27% interest. 
Bluesky now has an interest in 14 
gas wells on this acreage with net 
reserves to the Company estimated 
at 10.2 billion cubic feet of gas. Fur- 
ther development drilling will be 
scheduled when a production con- 
tract is available. 

The Hoadley Glauconitic gas play 
of westcentral Alberta has attracted 
considerable attention lately. Bluesky 


has an average interest of 50% in 
3,520 acres on this play where adja- 
cent wells have flowed in excess of 
1.5 million cubic feet of gas per day 
and have averaged 10 billion cubic 
feet of gas reserves per section. 
Exploratory drilling on this acreage 
is planned for fiscal 1982. 

Bluesky holds interests averaging 
approximately 22% in 46,415 gross 
acres in the Bonnie Glen area of cen- 
tral Alberta. In fiscal 1981 the Com- 
pany completed two gas wells on this 
acreage and now has seven gas and 
two oil wells on the play. Potential 
reservoirs include the Glauconitic, 
Viking, Belly River and Basal Quartz 
formations. Bluesky has been asked 
to participate in an industrial gas con- 
tract of 3 million cubic feet per day 
from the Bonnie Glen area commenc- 
ing in early 1982. Pending satisfacto- 
ry resolution of contract terms, the 
Company will join in the construction 
ofagas plantand associated facilities. 

At Garrington in southcentral Alber- 
ta, Bluesky participated in a significant 
Lower Cretaceous gas discovery with 
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Bluesky’s Canadian Land Holdings* 


Bluesky Acreage 


Gross Acres: 10,688,410 
Net Acres: 356,853 
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Drilling operation on Bluesky’s Utikuma acreage in northcentral 
Alberta. 


estimated reserves of 15 billion cubic 
feet per section. The 11-24-37-5W5 
well encountered 92 feet of gas-satu- 
rated porous sands which flowed in 
excess of 3 million cubic feet per day 
without reservoir stimulation. Bluesky 
and its investing partners have a 
37.5% interest in the discovery well 
and interests ranging from 30-75% 
in 3,200 acres of adjacent land. 

The Company participated for a 
12.5% interest in a Viking sand oil dis- 
covery at Winfield in central Alberta. 
The 7-6-46-3W5 well encountered 34 


feet of porous reservoir sand with pro- 
ductive capacity in excess of 100 bar- 
rels of oil per day. Estimated primary 
recoverable oil reserves per 160 acres 
are 380,000 barrels. Step-out drilling 
on the 7,360 offsetting acres, in which 
Bluesky holds a 12.5% interest, Is 
scheduled to commence at once. Suc- 
cessful development drilling would 
permit the implacement of a second- 
ary water flood system which would 
approximately doubie the recoverable 
reserves. 

In the Elmworth-Deep Basin area of 
Alberta and British Columbia the Com- 
pany participated with Canadian Hunter 
in 79 wells during fiscal 1981, resulting 


Utikuma Field-Alberta 
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in one oil well and 73 gas wells. Of par- 
ticular significance to Bluesky were the 
six wells drilled on the Company’s high- 
er interest acreage in which Bluesky 
has a 6.25% to 8.75% interest as com- 
pared to the 2% Company interest in 
all other Canadian Hunter holdings. 
Typical of these wells was the Dem- 
mitt 11-18-66-10W6 well in the Wapiti 
contract area which tested 21.2 mil- 
lion cubic feet of gas per day from 
the Cadotte formation and 1.8 million 
cubic feet of gas per day from the 
Cadomin formation and has recover- 
able reserves estimated at 27.1 billion 
cubic feet of gas from a 640 acre 
drainage area. 

As a result of increased gas re- 
serves recognized by Trans-Canada 


Elmworth gas plant operated by Canadian Hunter Exploration, Ltd. 
Throughput in July, 1981, was 220 million cubic feet per day. 
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Pipe Lines Ltd., net production to 
Bluesky from the Elmworth and Wapiti 
contract areas of the Deep Basin has 
increased from 0.92 million cubic feet 
per day during most of fiscal 1981 to 
2.1 million cubic feet per day on April 
30, 1981, and will increase to approx- 
imately 4 million cubic feet per day by 
July 31, 1981. This rate will continue 
to increase in the future as additional 
established gas reserves are included 
in the contract reserve base. Bluesky’s 
net gas reserves assigned to the Deep 
Basin were 58.6 billion cubic feet at the 
end of fiscal 1981, an increase of 31.6 
billion cubic feet from the preceding 
year. 


Mineral Exploration 
ee | 


Bluesky’s mineral exploration joint 
venture with Canyon Resources Corp- 
oration has been conducting an ag- 
gressive exploration program and 
acquiring attractive mineral properties 
in the western United States. Three 
major projects, Tennessee Pass, 
Matchless Mountain and Pierce Can- 
yon, are being pursued for high grade 
combined precious and base metal 
deposits in carbonate rocks. The most 
potentially significant of these is the 
Tennessee Pass project which includes 
34,750 acres of mining claims along 
trend between the major Leadville 
and Gilman silver-gold-lead-zinc 
mining districts of Colorado. More than 
$8 billion of metals (at current prices) 
have been produced from these dis- 
tricts. Geologic and geophysical 
surveys on these claims are being con- 
ducted by the joint venture to refine 
anomalies identified during last season’s 
reconnaissance exploration program. 
Immediately northwest of the Compa- 
ny’s claims a competitor is preparing 
an exploratory mine tunnel to extend a 
known ore body in the direction of 
Bluesky’s holdings, while another 
operator is presently drilling a deep 
(2,500') exploration test on its land 
which joins the Company's claims to 
the east. 

In Nevada seven properties have 
been acquired for their low grade bulk 
tonnage gold potential, similar to the 


Geophysical cable team on Bluesky’s 
Tennessee Pass mineral claims in Colorado. 
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deposit at the Carlin Gold Mine. These 
properties, ranging in size from 600 
acres at Mt. Wilson to 1,780 acres in 
the Golden Gate Range, are generally 
in the early stages of exploration. An 
exception is the 860 acre Horsethief 
Spring property which contains gold 
bearing Jasper Beds that appear to 
warrant immediate drill testing. 

In Canada Bluesky is the operator of 
a detailed geophysical and core hole 
drilling program on the 39,800 acre 
Vauper property in the Val D’Or min- 
ing district of Quebec. The fifth hole in 


Crystal Creek Property 
Nelson Mining District, 
British Columbia . 26,948 Acres 


BRITISH 


the $250,000 program encountered 
ten feet of gold mineralization at a 
depth of 40 feet. Gold values ranged 
up to 0.48 ounces per ton over the inter- 
val. Follow-up drilling is scheduled for 
early winter as the mineralized zone 
may extend beneath a nearby lake and 
a number of the core holes will be 
drilled through the ice. 

The Company is also operating a 
silver-lead-zinc exploration program 
at Crystal Creek in southern British 
Columbia. An initial $100,000 eval- 
uation of a 26,948 acre claim block 
is underway to determine the signifi- 
cance of some very encouraging 
geochemical anomalies and core 
showings. Bluesky has a 12.5% 
interest in this venture. 


Vauper Property | 
Val D’Or Mining District, 
Quebec 39,800 Acres 


QUEBEC 


Montreal 


Bluesky Mining Properties in Canada 


1981 Financial Statements 


: Consolidated Statement of Income and Retained Earnings 
Bluesky Oil & Gas Ltd. 


Revenue. ; 

-. Geological, geophysical and J driling SELVICES OF oe cs Og aae ae nates ee ae 
Sale of petroleum and natural gas properties. -....... Ra eat eacw tra eae 
Production derived income, net of royalties... 22.0.0... Aa ae, erate 
Management feos ne os Ee Eee S Ba EERE See eed to 
er INCOM fxn oo MU ae ee EDR Es OA Se EDT os Heed Han ee 


ete Cost of sales 


‘, Geological, geophysical and CUNT SEIMICOS 4 | Pict oo Rae ea fa hy ats “ 
bie PerOMeUM,.and nattral Gas properties 6 atk SS ee Ro eR ie Bs 


1981 


$ 30,881,968 


8,275,061 
8,021,135 


1,915,565 — 


1,160,001 


50,253,730 


31,138,499 


8,041,609 
39,180,108 


11,073,622 


Expenses 
PACINO ak Utena en ger cass uA tere Mee ny TEs A Ss oe oie Win 
Generaland administtative: 27.) bel ea a ke Reon trae uae 
SUE Oe hee yw BUC TaN ere eA Oe Fm ARNG Se cRuaey ROO aR INES 
Poy NOS AG ADEOOTH NING 39,2 oe PS IN ok ed ee . 
. Lease carrying costs of exploratory piepees Le ioe nae gre AUR tog eS Cree 
PCH GICN TL AEXCHOMOCIOSS ares es ea yee eae ee gt Se be ts 
Depletion and depreciation... Sek Or Ra pie ee LAOS BNE Bei ered ee Rt ane ie 


Net income before extraordinary income and income tax... ee 

WIEOIME TAX NOVISIOD Foci es ete Sater Ne Lees ee koe nee 

- Net income before extraordinary income ......25..6..0.. Fe pte ne tes CAS Soar 

Extraordinary Income ; 

-.. Gain.on sale of securities, net of $2,495,461. deferred tax . 0... es 
Income tax recovery applicable to prior years loss. .... 6... Sopuyhidota tery 7 scr 


PROT ICORIB ane Gicites Coin ge Ur ce ik ued Sok Joa eM Haw et Vea Sewn tow doe eae PN poe 
Retained earnings; beginning of period. . 2... 0. ee. 2 ESAT, le En TOC a 
Issuance costs on sale of preferred shareS 3... 0 ee ee 
Preferred share dividends - Series A 2.) 6 Se be 


Umelainedt amindss privorpetind <0 = Peg tl ee ake oe 


The accompanying-notes form an integral part of this statement. 


1,230,970 
1,595,953 
1,318,386 
600,796 
347,576 
34,573 
2,395,535 


7,923,789 


3,549,833 
1,379,993 


2,169,840 


5,449,015. 


5,449,015 


7,618,855 
5,160,454 


(488,375) 
$ 12,290,934 


For The Year Ended April 30, 1981 


1980 
(Note 4) 


$26,398,268 
10,300,177 
3,433,732 
1,144,567 
542,169 


41,818,913 


26,379,677 
9,051,879 


35,431,556 
6,387,357 


488,255 
597,272 
764,065 
153,876 
260,418 


1,480,620 


3,744,506 


2,642,851 
1,038,041 


1,604,810 


529,539 
161,636 


691,175 


2,295,985 
4,004,955 
(642,377) 


(498,109) 
$ 5,160,454 
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Consolidated Balance Sheet 


Bluesky Oil & Gas Ltd. 


ASSETS 
Current 


Cash in bank 


Accounts receivable, wade nse 4 ee nea Sine Hapae tego cE N rege 
Income tax refund receivable... ........... OT te SO a ee ES 
Marketable securities, at cost (market - 

Valtie $2 1:0003 1.980 ;-G 1,875,000) ee a Be ew aa MO eee aes 


Inventories (Note 2) | 
Current portion of loans receivable ........... SPE, AT Re SRR coy tide Laws 
Prepaid expenses ; 
Agreement receivable 


ea se areas? BE Re AAR AS BP Cyne a mea Cell el gat te nerds CLIN aach g: let Cas prep Mae att am le eAr, aes, year Lin pL AS ic RON 


Property and equipment, at cost 
Petroleum and natural gas properties 
including well development expenditures... 0... ee. UY eau nueamebse 
Plant.and equipment {Note 1f)° ss. 0 eset ue eee SURES Ree 
Mining. properties:-at nominal'Cost -o8 es SEE RUSS eee eee i ee 


Less accumulated depreciation and depletion... 0... 0... oc ee ee 


Loans receivable on sale of petroleum and 


natural gas properties 


Less deferred net income thereon........ APC ae Ay en eM a ne a 


Other assets 


Other lodns receivable 2.7 sk ste eee Eee aay, aero ae eee el tas ae 


Notes receivable (Note 5) = 0 ee, ye ice, Wea ee gg een CoB Pete ein 


Investment i-shares-at:cost(NOle lO). Oia Fo ie Bees 
Deferred. exchange loss. 2s ts cae See oe oe a eee Oe we aa 
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2 oBT 


$ 238,366 


45,072,238 


254,718 - 


37,500 


21,098,905 
2,880,823 


488,002 


165,000 
70,235,552 


90,914,949 
17,201 ,323 


108,116,272 
5,147,375 


102,968,897 


126,060,610 


- 126,060,610 


252.703 


8,166,988 
6,241,584 


14,661,275 
$187,865,724 


As At April 30, 1981 


4980 
(Note 4) 
$ 317,633 


25,181,783 
158,630. 


184,275 
44,874,019 
3,130,909 


104,683 
Pe 
41,366,932 


84,510,683 


AGS 195286, 
ae oe 


“95.629. G77 
2.755,628 so 
93,074,356 


112,503,366. 
112,503,366. 


288,803 

1,506,250 
709,514 
37,910 — 


2.542.477 
_$136,983,765 


LIABILITIES 


Current 
ee eC INGIO <tr ork hos rere are ee SUR tah oR Pe ee eA ee aa 
EAeCOUMS payable ANC-aCCrUaAls iS So ey Se Sos Bk ge EE Be oe 
Deposit ONLINE SErWiGES Se Are ee aN gnc ee oP 
Deferred drilling, geological and 
management fee income ........ 5 IE re cle ern erest FCG OP RE ORY 
Deferred income on sale of petroleum 3 | 


Seanie: Matuiral Gas -Prope@rmies so See OR Ce pipa ape: See gees os 


Deion ec: take-Ol Day nCOMe =. s i ea aa aaa PL Nee aes 
ere FOC ONCHANGS Calls. ca sa ase ey RE OG cre SUN kd aE Ma peste 
ec Notes Payable <2 et aE PO AN Sear rep ORE Ramee ict aimee ey Pe a og 


_ Deferred income taxes ..... Bia area ere ee nan eae a, Paes 
es. cproductian prepaynient (Note Shing ine hee ke See oe EEG 
Beene) tore Gepl iNOS 7 os eo ee Pee COM eS Sats het Pere 


--SHAREHOLDERS’ EQUITY 
_ Share capital (Note 5) 
Common 
Authorized 
; 25,000,000 shares without par value 
_..~ Issued and outstanding : 
HO Dae DOG Shales se 8 es ee Ry i Vag ete ae a ae 
Preferred 
-. Authorized 
3,000,000 shares with a par value of $5.00 each 
Issued and outstanding : 
1,249,324 7% Series A cumulative redeemable 
Comertible shares: 2 ak ic eee Bee eR ee eee Pe 
660,000 6% Series B cumulative redeemable | 
 CONVEHIDIG SHIAROS Pc ee Peli gat ea uhe tee wes Pick Rather, og tend ey 
SOMONE, SUMNUS he eat ee, a eh ee eed ats ON a ae ent nia 
SRPIAINEC COMINGS i he eee gh Re ge Ge ace gyn Uae 
Cost.of sharés held by its subsidiary (Note:6) ..2.20 ok ree eee Se 


On Behalf Of The Board 


Chih 


es : | 
oe Director 


The accompanying notes form an integral part of this statement. 


1981 


20,110,531 
5,486,975 


4,526,296 
4,465,500 
423,625 


23,130 
36,129 


35,072,186 
9,631,894 


36,945,400 


81,649,480 


80,498,730 — 


6,246,620 


3,300,000 
3,880,000 
12,290,934 
(40) 


106,216,244 
$187,865,724 


1980 
(Note 4) 


$ 14,265,940 
9,923,134 
5,101,962 


7,578,647 


5,026,426 


210,000 


41,706,106 


5,645,791 
50,354 
630,000. 


48,032,251 


76,291,100 


7,900,000 


5,160,454 
(40) 


88,951,514 
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Consolidated Statement of Changes in Financial Position 
Bluesky Oil & Gas Ltd. 7 


Financial resources were provided by 
Operations 3s hate ee ae Bm rR gn, OSs eS oaNy Peek gee sya 
Net income before extraordinary income ... 0.2... eee: eee kas xP 
Add. nOn-CGash BMS 2225 eee aN tee eee 
Depletion and depreciation: (6 sb race ee ak So E eg RRO IE a Sage ac eas 
Deferred income tax... bes Seah tae te ipa toc earciee PSE Mh ee 
ORS  ieias oid ws ae ee eg ne eee ee Se PREC Bake Ears NOt hy iene 


Gairron.salé Of securities oie 5c BO Sa a St, es oe a eee aa 


(Increase) In: loans:rec@ivable gi Sipe 24 2 ee aS pe Slee 
Increase in deferred net income thereon... 6. ee ee a ere es 3 


Decrease in notes receivable ........ Si es Ser Bas See rng AS eae RL RED 
Decrease (increase) in deferred exchange loss . 2... 2... ee. 


Proceeds on issue of shares 
COMMONS Ae Coase Way FERS 5 Ce PERS SR SO Wet uy Soe ro 
Series‘A preferred... Mae Ran neon bop rere Dane eeee apd Ie Rah ee ptt 
series B preferred... Rok STE A Se pa oka Aca Sa 


Less:-'‘notes applicable to common shares 5.0. ce en es 
- issuance costs applicable to Series A... 2.2... . Ne Ss as Pe he Sig Mee 
- notes applicable to Series B. 2... . UE OR eR none hy Meee 


increase in-longterm:debt.’: a5 oa oe us aes eee. Meee 


Financial resources were used for 
Purchase of property and equipment ae 
Petroleum and natural gas properties ....... 00.45. SR rae eg rs 


Plant and equipment ....... te eae eee we Pai pinigtp tem Gis a geek use se 


Increase in investment in shares (Note 0) Ye ee SRE OS ape ea | 
Less notes payable thereane i. Fs Ae Bek Ree ee Fis Eee rh ae ie 


Acquisition of Focus Resources Ltd... 20.2. . EEA pe eee a Sen eae ene ees 
Reduction: of gas. production prepayment=ccicc sascon rs Gr as Pics as 
Reduction oFiong-term- debt. 3. ois eee og poe a Shae Fad eras 
Preferred share dividends ..........-. Niles organ alvin RAE arent Go Seen ar 


Increase (decrease) in working capital. .....0....5. 5... iss NE ee cor G . 
Working capital (deficiency), beginning of period . 2. ek i ee 


Working capital (deficiency), end of period ...... Sis oath Mpa yg MU ae ay 


~The accompanying notes form.an integral part of this statement. 
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1981. 


> 2,169,840 - 
2.395535 


1,490,642 
(3,781) 


6,052,236 


7,944,476 


(13,557,244) 
13,557,244 


36,102 
519,262 
37,910 


4,207,630 


(1,253,380) 
7,180,000 - 


- 10,134,250 


(7,180,000) 
2,954,250 

36,945,400 

54,489,636 


6,404,258 
5,882,037 


12,286,295 
5,532,072 


5,532,072 


50,354 


630,000 
488,375 


18,987,096 


35,502,540 
(339,174) 


- For The Year Fncied April 30 1981 


1980 
(Note 4) ~ 


$ 1,604,810 


1,480,620 - 


AGS8S,233: 75 


2,038 


4,221,201. 


794,192 


». (16,677,369) 
16,680,116 oe ee 

SB MAT Se 
-PO0;000. 293 
84,943 


(62,846) 


1,769,697 


7,500,000 


“9.269.697. 


(1,506,250) 


(C42, 877) 2S 


7121070 


42 344 BOT ote 


2959408 


2,375,065 | 


4,634,473 


696.666 
(630,000). 


66,666 


4,967,528 
51,723 


3,382,100 


498, 109 


13 ,600,599 


(1,289,292) - 
950,118 


~ $ (99,174) 


Hues Classification 


~~. and deferred 


Notes to Consolidated Financial Statements 


. | Blueshy Oil & Gas Ltd. 


: 1. Seaicant accounting Bbices 
- Basis of consolidation 
The consolidated financial statements have been brosates: 


4 based on the April 30, 1981 financial statements of the 


Company and its wholly-owned SHDDIGIALY Bluesky. Oil & 


| Gas Inc. 
ae S Translation of foreign subsidiary accounts. 
Sen The. accounts of the: Company’s wholly- -owned sedan: 


_. Bluesky Oil & Gas Inc. have been translated p Seach 
seolats onthe following basis: 


2 Rate of exchange 


--- a) Currentassets = —S—S—SSsS rates ineffect ; 
and liabilities ' at balance sheet date 


b) Loans receivable. = += — ratesineffect at 
| _.. balance sheet date 
_. Jncome thereon oper : 
~ ¢) Othernon-current. ©. —-historic rates.in 
-assets and liabilities - effect when incurred 


'- d) Revenue and expense - — average rate in effect 


accounts © throughout the year 


Gixeerned echanus gains’ are deferred until earned, at 


/ which time they are recorded in income. 


~ Sale of interest in petroleum and natural gas properties : 


The Company has sold its interest in various petroleum and 
-_. natural gas properties pursuant to a number of drilling pro- 
-. gram agreements. Under the terms of the agreements, the 

~ amounts receivable by the Company are due in annual 

- - installments over a period of 30 years commencing in = 
_ 1978, 1979, 1981 and 1982. Because of the extended 


period over which these amounts are due, the Company: 
intends to recognize income from the sale of its interests in 


these petroleum and natural gas properties in the year in — 


which payments are received. 


-- Under the various drilling program agreements, the Cont: 


a “pany earns an income calculated as the amount by which 
from 18% to 40% of the annual net production revenue to 


-__ the purchaser from each petroleum and natural gas well, 
~_~-sold under the agreements, exceeds the loan principal pay- 


able during the year for each well: such income to be pay- 
able with commencement of production of each well. 


Costs of interests in petroleum and natural gas properties 


All costs related to the acquisition of interests in undevel- 
oped petroleum and natural gas properties and mining 


i _ properties are carried in inventory as these properties will . 


As at April 30, 1981 


_- be sold Burstant to the driting program agreements after 


they have been evaluated: by management. 

“All costs related to the acquisition of interests in produc: 
tive petroleum and natural gas properties are capitalized. A 
proportionate share of such costs is included in the determi- 


- nation of any gain or loss when fractional interests are sold. 


Costs of interests in petroleum and natural gas properties 
on which successful wells are drilled are amortized on the 
unit-of-production method based on estimated recoverable 
reserves of petroleum and natural gas as determined by 


- the Company and its consulting engineers. 


Costs of interests in petroleum and natural gas properties 


on which dry holes are drilled are charged to income. 
Depreciation 
‘Depreciation of plant aa equipment is ‘provided at rates 


considered to be sufficient to amortize the costs of these 
assets over their estimated useful life. 


Deferred drilling, geological and management fee income - 
The Company follows the completed-well method of 


accounting for drilling and geological income and costs, 


pursuant-to the various drilling program agreements. Under . 
this: method the income and costs thereon of each well are 
deferred until the well is completed and all costs pertaining 
thereto:-have been approved and recorded, at which time 


_ they are taken into income. Management fee income is 


-deferred until the well. is spudded, at which time itis taken 
into income. 


Income taxes 

The Company follows the tax allocation method of account: 
ing for income taxes. Under this method, the Company pro- 
Vides for deferred income taxes to. the extent that income 
taxes otherwise payable are deferred by claiming-capital 
cost allowance and expensing exploration and develop- 


“ment costs, for tax purposes, in excess of the depreciation 
~and depletion provisions reflected in the financial 


statements. 


2] Inventories, at ioner of cost or net realizable value 


April 30 April 30 
1981, 1980 
Petroleum and natural gas 
POPeMeSs risus Caren eS $16,173,948 $11,553,334 
Mining. properties: 0. ee ais. 882,665 — 
Oilfield supplies. +a ed ie ooo 4,042 292 320,685 
eas ~ . $21,098,905 $11,874,019 


3. Gas production prepayment 

A gas pipeline company has contracted to purchase the 
Company’s gas production from its interest in-certain areas 
of Oklahoma and, as part of the arrangement, has made © 
advances to assist the Company in financing the develop- 
ment of the gas reserves. Repayment is proportionate to 


~-gas sales until 1981, at which time the balance outstanding 


becomes payable. A bank letter of credit for $32,500 has 
been issued by the Company as security for this loan. 
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4. Comparative figures 


Comparative figures are for the year ended April 30, 1980 . 
and include the accounts of the Company's wholly-owned 
subsidiary Bluesky Oil & Gas Inc. and have been reclassi- 
fied to agree with the current year’s presentation. 


5. Share capital 
A. Common shares 
(a) During the year, the Company issued 


the following common shares: 
Employee share purchase shares 

CahiGelladscsta. fae aaa er (54,283) 
On-conversion of 250,676 Series A 


preferred shares <=. ps0... 25. 250,676 
For cash — per note 5\(e).. 22.6.5. 303,000 
Balance issued; April 30,1980 .... 18,017,173 © 
Balance issued, April 30, 1981 .... 18,516,566 


(b) Employee Share Purchase Plan 


22 


~— 


Shares reserved under the 
Employee Share Purchase Plan as 
atADRL GO TOSI 32 ee eee 6 es 91,500 


Under the Employee Share Purchase Plan, the 
Company has agreed to advance funds to a 
Trustee to be used by the Trustee for the pur- 
chase and immediate resale to employees, under 
interest free notes, due July 31, 1984, of the 
Company's common shares. The price of the 
common shares issued under the Plan is the 
average sale price of the Company’s shares on 
the day following the transaction. As at April 30, 


1981, $986,988 was receivable by the Company — 


($1,506,250 at April 30, 1980) under the Plan 
and is included in ‘‘other assets’’. 


Employee Stock Option Plan 
Options were granted during 

the year at prices ranging 

from $10.00 to$10.625 ....... 84,000 
Options were cancelled during 

the year at prices ranging 


from $9.00 to$10.00......... : (65,000) 
Net granted during the year. .... 19,000 
Balance outstanding, 

ASH SO 71SBO 2 ee ae 63,000 
Balance outstanding, — 

Api. 30.798 tne os aoc ory 82,000 


Shares reserved under the 
Employee Stock Option Plan as 
at April 30; 1984: aa. 9 oe ae 218,000 


The above options expire five years 
from the date of issue. 


_(d) Directors Stock Option Plan 
Options were cancelled during the Ser eae 
year at a price of $10.00 each (180,000) 


Balance outstanding, : 
Apri 30, 1980. oo et hee 180,000. - 

Balance outstanding, Ra hoe 
Apnhs0, 1981 ses eae Aes: 


~ Shares reserved under the 
Directors Stock Option Plan , 
asatApnl 30, 1984 ec) NIL 


The directors agreed to surrender their options 
-unexercised to the Company upon the Compa- 


ny’s shares being listed for trading on the Toronto woe 


Stock Exchange on December 16, 1980. 


(e) On February 20, 1980, the Company and its Ger- . 
man Drilling Fund Partner entered into an agree- 
ment, subject to regulatory approval, wherein the 
Drilling Fund Partner would agree to make avail- 
able.an additional $30,000,000 in exploration = 
funds over two years in exchange for the Compa- - 
ny agreeing to issue 500,000 common shares at — 
$9.75 per share to a Trustee for the benefit of 
German Limited partners committing such funds. 
Regulatory approval has been received and as of — 
April 30, 1981, 303,000 Bh were issued under 
this agreement. 


B. Series A. 7% cumulative, redeemable, convertible 
preferred shares 


(a) During the year the Company converted 
the following Series A preferred shares 


{O° cOrnimon. shares! 5 - eoe Ss (250,676) 


Balance issued, : BEX 
Aprit30: 1980 soa ee eee 1,500,000 
Balance issued, April 30,1981 205-2 1,249,324 


(b) The Series A preferred shares have the ee 

conditions: 

(1) Convertible at any time on the basis of one © 
Series A preferred for one common share. 

(2) Redeemable by the Company after March 30, 
1982 at $5.00 per share. All Series A pre- 
ferred shares outstanding on September 30, 
1984 shall be redeemed by the OS at 
‘$5. 00 per share. 


C. Series B 6% cumulative, redeemable, convertible 
preferred shares 


(a) On June 11, 1980, the Company entered into _, 
an agreement with a-senior officer to sell to the 
officer 500,000 Series B preferred shares at a 
price of $11.00 per share. The Company has 
loaned the officer $5,500,000 to purchase the 
shares and repayment of the loan shall be made 

- within five years with interest payable on the 

~ amount outstanding at the rate of 6% per annum. 
All shares will be held by a Trustee until payment 
has been received. The officer has the right to 
repay 1/5th of the loan and receive 1/5th of the 
shares each year for five years. 


(b) On July 1, 1980, the Company entered into 

~ agreements with five senior executives of the 
Company to sell to the executives 160,000 Series 
B preferred shares at.a price of $10.50 per share. 
The Company has loaned the executives 
$1,680,000 to purchase the shares and repay- 

-. ment of the loan shall be made within five years 

~ with interest payable on the amount outstanding | 
at the rate of 6% per annum. All shares will be 
held by a Trustee until payment has been 
received. The executives have the right to repay 

~. 1/5th of the loan and receive 1/5th of the shares 
each year for five years. 


(c) During the year the Company issued the 
- following Series B preferred shares: 
Under C. (a) above ....... Bee a 500,000 
Under. C: (b) above’. 3. 2. een 160,000 
Balance issued April 30, 1981... .... 660,000 


 Asat April 30, 1981, $7,180,000 was receivable 
by the Company under (a) and (b) above and is 
included in ‘‘other assets’. . 


(d) The Series B preferred shares have the following 
conditions: 

(1) Convertible at any time on the basis of one 
Series B preferred for one common share. 

(2) Redeemable at the issue price per share at 
any time prior to July 31, 1985 by mutual 
agreement between the Company and the 
executives and any shares not converted to 
common by July 31, 1985 must be redeemed 
by the Company at the issue price per share. 


6. Cost.of shares held by its subsidiary 


As at April 30, 1981, the Company’s wholly-owned subsidi- 
ary, Bluesky Oil & Gas Inc., owned 3,524,800 shares of the 
Company's common shares which represents 19.04% of 
the common shares then outstanding. Under an Agree- 


~-ment dated October 11, 1979, the Company has granted 
- an option to a Director to purchase 48,000 of the shares 


~ then owned by the subsidiary at a price of $5.00 per share. 
Under the Agreement, the Director may elect to purchase 
25% of the shares each year commencing October 1, 1979 
of which 12,000 have been exercised. 


7. Long term debt 


During the period the Company arranged a new bank line 
of credit of $50,000,000 with interest at the bank prime rate. 
The bank line is secured by a debenture with a floating 
charge on the assets of the Company. The bank line may 
be utilized by the Company at any time up to November 1, 
1982 and the Company has the option to convert the out- 
standing balance to a five year term loan with interest at 
bank prime rate plus 1/2%. 

In accordance with the terms of the an agreement, the 
April 30, 1981 loan balance of $36,945,400 has been clas- 


~ Sifled as a long-term debt. 


8. Net earnings per common share 


April 30 April 30 
1981 1980 

(a), Basic 

Before extraordinary income 15% 8.9¢ 

Net income ae 48.6% 14.5¢ 
(b) Fully diluted 

Before extraordinary income =e = 

Net income 46.5¢ = 


Net earnings. per common share calculations excluded 
shares owned by the company’s wholly-owned subsidiary 
and are based on the monthly weighted average number 
of common shares outstanding after dividend requirements 
on the Series A and Series B preferred shares. 

Where the conversion of the series A and Series B pre- 


ferred shares and the options referred to in.Note 5 are 


non-dilutive, the fully diluted earnings have not been 
presented. 


9. Remuneration of directors and senior officers 


‘ Remuneration paid to directors amounted to $2,500 and to 


senior officers (including the five highest paid employees) of 
the Company amounted to $561,398. 


10. Investment in shares, at cost 


During the year the Company exchanged its investment in 
common:shares of a private company with a cost of 
$696,666, for 346,041. 71/2% cumulative convertible 
redeemable preferred shares with a par value of $18.00. 
The exchange was made pursuant to section 85.1 of the 
Income Tax Act (Canada). The preferred shares are 
redeemable at $18.00 by the issuing company only if the 
common shares of the issuing company have traded on a 
recognized Canadian stock exchange for a period of ninety 
consecutive days at a price per share of not less than the 
redemption price. All preferred shares remaining outstand- 
ing as at December 30, 1985 must be redeemed at $18.00 
each by the issuing company. 
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11. Plant and equipment - : as 
April 30,1981, aie oo 6 VApria@, 48ag et 


Accumulated Net Book Net Book Roa 2 
e . Gost. “Depreciation, 1.7 5 Value — 7% x.“ Values =. 
Productioniequipment 1.1/9. © egne so oe a ee Oren - $10,372,971 $1,320,166 $ 9,052,805 $ 6,499,264 — 
Plant and gathering-equipment 0... eee 2 Micebaya 5,563,307 955,195" 4,608,112 © 3,587,560 
Officé:equipment N25 see ee is SO Ge Deen Ae dev ine ae” 1,265,045 64,381. 1,200,664 aA Sa oa | 
$17,201,323 $2,839;7422 2 $14,861,581 R ; $10,086,824 5 ue 


12. Segmented information ore 2 Ce ea 
In view of the different economic environment under which the oil and gas inGueEY operates in Canada and he United States, : ; 
segmented information is piesenicd on a geographical basis separating the company's operations between Canada ae a 
the United States. : 
(Thousands of Dollars) as ; 
1981 ne ee ee: 


United ROR tates arene eke a6 Be sewotice ion 
Canada States Total Canada States ~ ; Total <2 
Gross. Revenue $31,046 » ~ $19,208 $50,254 - $38,773 $3,046 $41,819 ons 
Cost of Sales 24,086 15,094 39,180 33,489" foo, PRT OAR re Spare ee 
Expenses: Depletion.and ee hues gs BE LT $e ae Deni a a AA ge 
‘depreciation 1,735 660 2,395 , -1,076 405 °° 9 ABS eeker 
Other 2,644 2,485 5,129 : 1,844 ~ 420° ey 2,264 
4,379 3,145 7,524 2,920 i 825 BTA oes 
Net income before:extraordinary nse : ; ee, sd a ie 
income and income tax 2,581 - 969 3,550 | 2,364 Mile ele 1 AD FSi RA. Nes aA 
Income tax 1,374 ie. 1,380 1,024 T4223 ce 
1,207 : 963 2410. 340). 251 265°. > 2 TAOS is | 
Extraordinary SA aS 
Income roe 5,449 ee 5,449 529 a NOL SS OO eae 
Net Income $ 6,656 -. = $963 $7619. $ 1,869 ART os nS See ies 


13. Subsequent events : 
(a) Employee stock options 


Subsequent to April 30, 1981 the Barigany has athice options to employees to purchase 82, 000. common ‘shares : — 


at a price of $10:00 each which expire five years from the date of issue. mie covering 30,000 shares at pices 
ranging from $10.00 to.$12.625 were cancelled subsequent to April 30, 1981. 


Auditors’ Report 


To the Shareholders, 


We have examined the consolidated balance sheet of Bluesky Oil & Gas Ltd. as of April 30, 1981 and the consolidated state- e < 


ments of income-and retained earnings and of changes in financial. position-for the year then ended. Our examination was — 
made in accordance with generally accepted auditing standards, and accordingly included such tests and procedures as we 


considered necessary in the circumstances. 

In our opinion these consolidated financial staterents present fairly the financial position of the Company as at April 30 
1981 and the results of its operations and the changes in its financial position for the year then ended in accordance with _ 
generally accepted accounting principles applied: on a basis consistent with that of the preceding year. 


DELOITTE, HASKINS & SELLS 
Chartered Accountants 


Calgary, Alberta 
August 6, 1981 
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